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SUPREME

CORPORATE PROFILE

Supreme Industries, Inc. is a leading manu-
facturer of specialized commercial vehicles
including truck bodies, shuttle buses, armored

vehicles and luxury motor coaches. Based in

07

STARTRANS

12

14

18

Goshen, Indiana, the Company has vertically
integrated operations nationwide including eight
manufacturing facilities, nine service & distribu-

tion centers and two component manufacturing

4>

Supreme Armored.

19

SV

SUPREME Specialty Vehicles

facilities. The 19 combined manufacturing and
service locations are strategically located to

serve major geographic markets.
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For the Fiscal Years Ended 2007 2006 2005 2004 2003
NET SALES nDallars in Millions m 313.3 m 340.7 @ wb“_.w 9 307.3 w 224.9
NET INCOME bpallars in Millions 4.2 4.6 8.3 4.7 4.6
BASIC EARNINGS rer Share .32 .36 .67 .39 .39
DILUTED EARNINGS Per Share .32 .36 .65 .38 .38

07 07 07 E 07 E

06 06 06 06

R EELl- | E—| E-| Bl

5 1307.3 W o ekl o ”

poany 224.9 W) | 45 W) EXl———— 17.4

03 03 03 03

NET SALES NET INCOME DILUTED EARNINGS LONG-TERM DEBT

Dollars in Milliens

Dollars in Mitlions

Per Share
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TER TO QUR SHAREHDLDE

To Our Shareholders:

Our expectations for a challenging environment
in 2007 were unfortunately borne out. The truck
manufacturing industry exhibited weakening de-
mand as the year progressed, which we believe
was a reflection of the declining economy and
industry-related factors. Net sales for 2007 were
$313.3 million, compared with $340.7 million
for 2006. Net income for 2007 declined from
$4.6 miilion, or $0.36 per diluted share, in 2006
to $4.2 million, or $0.32 per diluted share.

Sales of core dry freight products—our largest
product group—reflected the industry softness,
declining 23 percent from last year’s levels. We
believe, based on preliminary industry data, that
we maintained our market share for this product
group. Partially offsetting this sales decline were
favorable sales contributions from our bus and
armored divisions as well as sharply increased
sales from Silver Crown®, one of our specialty
product divisions.

Despite the sales decrease during the year,
gross margin improved slightly from that of 2006.
Selling expenses declined principally as a result
of increased cooperative marketing funds from

chassis manufacturers and lower commission-
related expenses; however, we incurred higher
general and administrative expenses, with
Sarbanes-Oxley compliance costs being a
major contributor.

To contain and reduce expenses during the year,
Supreme worked with suppliers to strengthen
supply chain logistics and materials availability.
Furthermore, we continued efforts to improve
inventory turns and to utilize innovative lower-
cost materials, such as those produced at ocur
fiberglass operations. We downsized the orga-
nization to better align our labor cost structure
with the lower sales volume. In addition, we are
using robotics and other technologies to further
reduce manufacturing expenses.

Supreme managed its assets effectively in
2007. Despite lower earnings, the Company had
strong cash flow that resutted in debt reduction of
$10.9 million, lowering interest expense from a
year ago. Capital expenditures for 2007 were
$3.4 million, while depreciation expense was
$4.3 million. We will attempt to limit capital
expenditures in 2008 to an amount not to
exceed estimated depreciation expense of
$4.2 million for the year,

Stockholders' equity was $75.5 million, or $5.84
per share, at December 29, 2007. At year-end,
working capital totaled $58.5 million, compared
with $66.6 million at year-end 2006. The working
capital ratio at December 29, 2007, was 3.3 to
1, while long-term debt as a percentage of the
Company’s total assets improved to 21.8 per-
cent, compared with 27.3 percent at year-end
2006. Supreme’s year-end backlog of $87.0
million, although below levels of a year ago by
$10.5 million, was positively affected by our
broadening customer base and product diver-
sity—key components of our ongoing strategy.

To secure higher-margin business, the Supreme
Specialty Vehicle division is focusing on devel-
oping products for high-growth markets like the
“green” and homeland security sectors. We are
also pursuing incremental market opportunities
derived from existing products. For example, the
natural extension of our cash-in-transit armored
vehicle line was to supply highly armored units
to the U.S. Department of State for Embassy
personnel worldwide. Although not included in
our $87 million backlog, the State Department
award is for up to $100 million of vehicles to be
produced over five years, with ultimate contract

SUPREME INDUSTRIES, INC. AND SUBSIDIARIES 2007
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The Spartan Service Van, a virtual workshop on wheels, is

the market segment leader and leverages Supreme’s pool chassis

Iner-City bodies built on GM or Ford cutaway chassis are the

perfect route truck, designed for tight city streets or quiet suburban
with General Motors and Ford. neighborhoods.

Supreme works closely with chassis manufacturers such as
Isuzu to develop body programs that promote Supreme’s core
Van Body product line.
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Supreme Specialty Vehicles (SSV) addresses home- Supreme partnered with General Motors to develop the fiberglass The new StarTrans TourLiner seamlessly blends precise en-
land response needs by combining the Company's dual compe- Astro Body for the Colorado and Canyon cab chassis, thereby gineeting, Impeccable deslgn and luxurious comfort. TourLiner
tencies of truck body and bus manufacturing with specialized expanding Supreme's product footprint onto smaller chassls, presents a touring coach experience without the touring coach

custom design. price, and s backed by the best warranty in the industry.
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Silver Crown |aunched the new S Serlas of luxury motor

coaches, the Company's top-end line of recreational vehicles.
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Supreme Armored is the category leader In Cash-In-Transit
(CIT) bodies, serving both national fleets and regional customers.
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StarTrans Classic American Trolley offers theme parks,
municipalities, tour companies, and hotel patrons a taste of a classlc

era in transportation.
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SELECTED FINANCIAL DATA & QUARTERLY RESULTS

For the Fiscal Years Ended {doliars in millions, except per share amounts) 2007 2006 2005 2004 2003
Consolidated Income Statement Data:
Net sales® $313.3 $ 340.7 $341.3 $ 307.3 $2249
Net income 4.2 4.6 8.3 4.7 4.6
Net income per share:
| Basic earnings per share 32 .36 67 39 .39
| Diluted earnings per share 32 .36 65 .38 .38
Cash dividends per common share .38 .38 .26 A4 03

Consolidated Balance Sheet Data:

Working capital $ 58.5 $ 66.6 $ 60.8 $ 509 $ 429
Total assets 132.8 142.1 137.4 129.2 106.3
Long-term debt (excluding current maturities) 29.0 38.9 31.4 288 17.4
Stockholders’ equity 75.5 75.2 75.2 67.6 63.6

(a) Net sales for 2003-2005 have been adjusted from amounts previously reported as “Revenue” to exclude other income and report only net sales.

SUPREME INDUSTRIES, INC. AND SUBSIDIARIES 2007
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MANAGEMENT'S DISCUSSION & ANALYSIS OF FINANCIAL CONDITION & RESULTS OF CPERATIORS N

® COMPARISON OF 2007 WITH 2006

Net Sales

Net sales for the year ended December 29, 2007 decreased $27.4 million, or 8.0%, to $313.3 million
compared to $340.7 million for the year ended December 30, 2006. The decrease was primarily
related to our core dry freight sales, our largest product group, which declined by $4Q.7 million, or 22.6%.
We attribute the decrease in our core dry freight products to continued industry-wide softness in the
retail truck market. Partially offsetting this decrease were favorable sales contributions from our StarTrans
bus division, which experienced a 10,1% increase of $65.4 million, and our armored division, which
increased 64.3% over the prior year, to $13.8 million. Additionally, Silver Crown, one of our specialty
product divisions, increased sales to $11.6 million, a 182.9% increase, resulting from the ingreased
market penetration of this 2006 acquisition. Our total sales backlog was $87.0 million at December 29,
2007 compared to $97.5 n at December 30, 2006.

Cost of Sales and Gross Profit

Gross profit decreased by $2.4 million, or 6.4%, to $35.2 million {11.2% of net sales) for the year
ended December 29, 2007 compared to $37.6 million (11.0% of net sales) for the year ended December
30, 2006. The following table presents the components of cost of sales as a percentage of net sales
for 2007 and 2006 and the changes from 2006:

Percent

2007 2006 Change

Material 57.4% 56.8% 0.6%
Direct labor 13.6 14.3 -0.7
Overhead 15.2 151 0.1
Delivery 2.6 2.8 -0.2
Cost of sales 88.8 89.0 -0.2

Gross profit 11.2% 11.0% 0.2%

Material - Material cost as a percentage of net sales was 57.4% in 2007 compared to 56.8% in 2008.
The increase of 0.6% is attributable to our growing StarTrans bus division and our Silver Crown division,
which have a higher material content and accounted for a larger portion of our total safes volume in
2007. Partially offsetting the increase in the material percentage was an improvement of 2.2% in our
core truck divisions which resulted from working with our material suppliers to strengthen our supply
chain logjstics while controlling material costs. However, raw material costs continue to remain a concern
as costs are increasing, for aluminum, steel, and petroleum-based raw materials. We are closely
monitering and managing all material costs through timely communication and negotiation with key
suppliers, and will continue to make efforts to recover raw material cost increases through the pricing of
our products. The Company also continues to strive to reduce the costs of its products through research
into innovative materials and the use of robotics.

Historically, the Company has experienced and recorded both favorable and unfavorable physical inventory
adjustments. Due to our product diversity, complexity, customization and on-line engineering, inventory

refief using standard bills of material does not provide full relief of our inventory. Therefore, the Company
records an additional cost relief adjustment based on various factors. In addition, the Company intensified
its bills of material accuracy initiatives and cost relief systems and methods in conjunction with performing
additional interim physical inventories and recording any adjustments relating thereto. In 2007, the
Company recorded favorable inventory adjustments of $0.2 miltion throughout the year. In the third
quarter of fiscal year 2006, the Company recorded a $1.9 million favarable inventory adjustment. In
20086, the Company improved its bills of materials accuracy without changing its cost relief adjustment
to account for these improvements resulting in a favorable inventery adjustment for the year. The more
frequent physical inventories and the continued improvements from the process improvement initiatives
should enable the Company to continue to minimize the physical inventory adjustments (See “Inventory
Relief” on page 18 in our discussion of "Critical Accounting Palicies and Estimates”).

Direct Labor - Direct labor as a percentage of net sales was 13.6% in 2007 compared to 14.3% in 2006.
The direct labor improvement was the result of the efficiencies realized from contracting fewer, more
costly temporary werkers at our core truck divisions due to reduced sales volume, Additionally, in the first
half of 2006 we experienced a delay in OEM-=supplied chassis which caused the Company to temporarily
suspend production, thereby negatively affecting labor and overhead absorption. As noted earlier, while
our StarTrans bus division and Silver Crown division material content is higher than our core truck products,
the labor percentage is lower in these divisions further reducing the overall company labor percentage
as a result of the change in our product mix for 2007,

Overhead - Overhead as a percentage of net sales was 15.2% in 2007 compared to 15.1% in 2006.
Qverall, the Company was able to effectively manage its cost structure to the lower sales volume experienced
in 2007. However, our group health insurance expense increased 6.3% when compared to 2006. To
combat the increase in group health insurance, the Company continues to implement changes to its
group health insurance plan design in an effort to control future claim costs. We will continue to focus on
reducing expenses and managing our overhead cost structure based on our level of sales volume.

Delivery - Delivery as a percentage of net sales was 2.6% in 2007 compared to 2.8% in 2006. The
Company continues to utilize more ¢ost effective outside delivery methods versus using its employees
and owned equipment to deliver units. Fuel costs remain a concern and we will continue to atiempt to
pass on higher fuel costs despite competitive pressures in the marketplace.

Selling, General and Administrative Expenses

Selling, general and administrative {“G&A™) expenses decreased by $0.7 million, or 2.5%, to $27.8
mitlion (8.9% of net sales) for the year ended December 29, 2007 compared to $28.5 million (8.4% of
net sales) for the year ended December 30, 2006. The following {able presents selling and G&A
expenses as a percentage of net sales and the changes from year to year:

Percent

2007 2006 Change

Selling expenses 3.3% 3.4% -0.1%
G&A expenses 5.6 5.0 0.6

Total 8.9% 8.4% 0.5%

SUPREME INDUSTRIES, INC. AND SUBSIDIARIES 2007
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We continue to closely monitor and manage our major commeodity costs through close communication and
negotiation with key suppliers, utilizing cost monitoring tools and developing strategies to mitigate cost and
availability issues. The Company also continually strives to reduce the cost of its product offerings through
the development and use of innovative materials, robotics and improved processes.

Historically, the Company has experienced and recorded both favorable and unfavorable physical inventory
adjustments. In the third quarter of fiscal year 2006, the Company recorded a $1.9 million favorable
inventory adjustment compared to a $1.1 n unfavorable adjustment recorded in the third quarter
of fiscal year 2005. Due 10 our product diversity, complexity, customization and on-line engineering,
inventory relief using standard bills of material does not provide full relief of our inventory. Therefore,
the Company records an additional cost retief adjustment based on various factors. Beginning in late
2005 and throughout 2008, the Company intensified its bills of material accuragy initiatives and cost
relief systems and methods in conjunction with performing additional interim physical inventories
and recording any adjustments relating thereto. In 2006, the Company improved its bills of materials
accuracy without changing its cost relief adjustment to account for these improvements, resulting in the
favorable inventory adjustment.

Direct Labor - Direct labor as a percentage of net sales was 14.3% in 2006 compared to 14.0% in 2005.
The direct labor percentage increase was the result of a delay in OEM-supplied chassis in the first
quarter that caused the Company to temporarily shut down production lines, thereby negatively affecting
labor and overhead absorption. Despite these challenges, direct labor as a percentage of net sales
remained relatively constant for both years.

QOverhead - Overhead as a percentage of net sales was 15.1% in 2006 compared to 14.5% in 2005.
The increase was primarily due to higher workers' compensation costs. These costs increased $1.0
million, or 109%, year over year, due to increased high-dollar claims. In an effort to reduce future
¢laims, the Company imptemented additional safety programs. The Company's 2006 accident incident
raie improved approximately 23% when compared to 2005. Other ingreases in overhead included
higher repairs and maintenance costs and utility costs, which increased 21% and 12%, respectively.

Delivery - Delivery expense as a percentage of net sales was constant at 2.8% for both years ended
December 30, 2006 and December 31, 2005. The Company utilized more cost effective outside delivery
methods versus using its employees and owned equipment to deliver units. However, fuel costs remain
a concern and the Company will continue to attempt to pass on higher fuel costs despite competitive
pressures in the marketplace.

Selling, General and Administrative Expenses

Selling, general and administrative {"G&A") expenses increased by $1.4 million, or 5.2%, to $28.5
million (8.4% of net sates) for the year ended December 30, 2006 from $27.1 million (8.0% of net
sales) for the year ended December 31, 2005. The following table presents selling and G&A expenses
as a percentage of net sales and the changes from year to year:

Percent

2006 2005 Change

Selting expenses 3.4% 3.0% 0.4%
G&A expenses 5.0 5.0 -

Total B.4% 8.0% 0.4%

Selling Expenses - Selling expenses increased by $1.4 million, or 13.9%, to $11.5 million for the
year ended December 30, 2006 from $10.1 million for the year ended December 31, 2005. The
increased selling expenses relate primarily to higher compensation-related costs from adding
corporate sales positions and a new sales force associated with our newly formed Sitver Crown entity.
In addition, the Company experienced a reduction in cooperative marketing funds received from chassis
manufacturers. These funds, determined solely by programs established by the chassis manufacturers,
are {o be used to help offset marketing and promotional expenses. To promote the Company's
expanding and extensive product lines, the Company alse experienced higher trade show and related
expenses in 2006.

General and Administrative Expenses - General and administrative expenses decreased by $0.1 million,
or 0.6% to $17.0 million for the year ended December 30, 2006 from $17.1 million for the year ended
December 31, 2005. The decrease in general and administrative expenses was primarily due to the
decrease in incentive compensation tied directly to the decrease in pretax income. The decrease was
partially offset by increases in G&A wages related 1o our newly formed Silver Crown entity and the
addition of a new corporate position to focus on special projects.

Other Income

Other income for the year ended December 30, 2006 decreased to $0.6 million from $0.8 million for
the year ended December 31, 2005. Other income consisted of rental income, gain on sate of assets
and other miscellaneous income received by the Company through its various business activities.

Interoest Expense

Interest expense increased by approximately $1.0 million, or 47.6%, to $3.1 million (0.9% of net sales) for
the year ended December 30, 2006 from $2.1 million (0.6% of net sales) for the year ended December 31,
2005, The increase in interest expense resulted from increased borrowings under the Company’s working
capital line of credit, higher interest rates and increased levels of chassis inventory. The increased
chassis levels related to the new Silver Crown product line, chassis from our armored product line and
an unanticipated slow down in the light-duty truck market. To mitigate the effect of higher interest rates,
in July 2005, the Company entered into an interest rate swap agreement to reduce the impact of increasing
interest rates on certain of its floating rate debt. The swap agreement exchanges the debt obligation's
floating rate for fixed rate interest payments over the term of the swap agreement.

Income Taxes

The Company’s effective income tax rate was 30.2% for 2006 compared to 34.2% for 2005. The 2006
favorable reduction in the effective income tax rate was due to a change in the Company’s applicable
federal tax bracket to 34% compared to 35% in 2005, resulting from lower levels of pre-tax income, The
2006 rate was also favorably impacted by tax-exempt underwriting income of a wholly-owned small
captive insurance subsidiary, by the additional tax deduction allowed manufacturers under the 2004
American Jobs Creaticn Act and federal and state research and development tax credits.
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Inventory Relief — For monthly and quarterly financial reporting, cost of sales is recorded and inventories
are relieved by the use of standard bills of material, adjusted for scrap and other estimated factors
affecting inventory relief. Because of our large and diverse product line and the customized nature of each
order, it is difficult to place full reliance on the bills of material for accurate relief of inventories. Although the
Company continues to refine the process of creating accurate bills of materals, manual adjustments (which
are based on estimates) are necessary in an effort to assure correct relief of inventories for products
sold. The calculations to estimate costs not captured in the bill of materials take into account the
customized nature of products, historical inventory relief percentages, scrap variances, and other factors
which ¢ould impact inventory relief.

The accuracy of the inventory relief is not fully known until physical inventories are conducted at each
of the Company's plant locations. We conduct semi-annual physical inventories at all locations and
schedule them in @ manner that provides coverage in each of our calendar guarters, We have invested
significant resources in our continuing effort to improve the physical inventory process and accuracy of
our inventory accounting system.

Accrued Insurance - The Company has a self-insured retention against product liability claims with
insurance coverage over and above the retention. The Company is also self-insured for a portion of its
employee medical benefits and workers' compensation. Product liability claims are routinely reviewed
by the Company’s insurance carrier, and management routinely reviews other self-insurance risks for
purposes of establishing ultimate loss estimates. In addition, management must determine estimated
liability for claims incurred tut not reported. Such estimates, and any subsequent changes in estimates,
may result in adjustments to our operating results in the future.

The Company utilizes a wholly-owned small captive insurance company to insure certain of its business
risks. Certain risks, traditionally self-insured by the Company and its subsidiaries, are insured by the
captive insurance subsidiary. In addition, certain business risks not traditionally insured are insured by
the captive insurance subsidiary, Since the captive insurance company has not reinsured any of its
coverages, the Company’s overall seff-insurance risk has not changed. The captive insurance subsidiary
helps the Company manage its risk exposures and, under the Internal Revenue Code, the net underwriting
income of such a small captive is not {axable.

Accrued Warranty — The Company provides limited warranties for periods of up to five years from the
date of retail sale. Estimated warranty costs are provided at the time of sale and are based upon
historical experience.

PENDING ACCOUNTING PRONOUNCEMENTS

See Recent Accounting Pronouncements in Note 1 of Notes to Consolidated Financial Statements.

2 FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements, other than historical facts, which reflect the view of
management with respect to future events. When used in this report, words such as “believe,”
“expect,” “anticipate,” “estimate,” “intend,” and simitar expressions, as they relate to the Company or
its plans or operations, identify forward-looking statements. Such forward-looking statements are based

on assumptions made by, and information currently available to, management. Although management
believes that the expectations reflected in such forward-tooking statements are reasonable, it can give
no assurance that the expectations reflected in such forward-looking statements are reasonable, and
it can give no assurance that such expectations will prove to be correct. Important faciors that could
cause actual results to differ materially from such expectations include, without limitation, limitations
on the availability of chassis on which the Company’s product is dependent, availability of raw materials,
raw material cost increases and severe interest rate increases. Furthermore, the Company can provide no
assurance that such raw material cost increases can be passed on to its customers through implementation
of price increases for the Company’s products. The forward-looking statements contained herein reflect
the current view of management with respect to future events and are subject to those factors and cther
risks, uncertainties, and assumptions relating to the operations, results of operations, cash flows and
financial position of the Company. The Company assumes no obligation to update the forward-looking
statements or to update the reasons actual resutts could differ from those contemplated by such
forward-looking statements.

MANAGEMENT’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

The management of Supreme Industries, Inc. is responsible for establishing and maintaining adequate
internal control over financial reporting. The Company's internal control system was designed {o provide
reasonable assurance regarding the preparation and fair presentation of published financial statements
in accordance with generally accepted accounting principles.

Allinternal control systems, no matter how well designed, have inherent limitations. Therefore, even
those systems determined to be effective can provide only reasonable assurance with respect to financial
statemnent preparation and presentation in accordance with generalty accepted accounting principles.

Management assessed the effectiveness of the Company's internal control over financial reporting as
of December 29, 2007, using the criteria set forth in Intemal Control-integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission. Based on that assessment,
management believes that, as of December 29, 2007, the Company's internal control over financial
reporting was effective.
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CONSOLISAVED BALAS
DECEMBER 29, 2007 AND DECEMBER 30, 2006 2007 2006
ASSETS
Current assets:
Cash and cash equivalents $ 1,266,133 $ 1,307,463
Investments 2,215,267 1,542,101
Accounts receivable, net of allowance for doubtful accounts of $160,000 in 2007 and 2006 28,628,324 31,116,276
Refundable income taxes 805,082 589,000
Inventories 46,643,480 53,506,367
Deferred income taxes 1,192,331 1,022,292
Other current assets 3,174,090 2,611,413
Total current assets 83,924,707 91,694,912
Property, plant and equlpment, net 47,429,725 48,389,483
Intangible assets, net 636,877 685,247
Goodwill 735,014 735,014
Other assets 64,860 620,064
Total assets $132,791,183 $142,124,720
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilitles:
Current maturities of long-term debt $ 748,406 $ 1,807.425
Trade accounts payable 14,642,616 13,508,441
Accrued wages and benefits 3,062,950 3,484,757
Accrued self-insurance 2,652,350 2,716,101
Accrued warranty 1,476,000 1,541,000
Accrued income taxes 498,162 495678
QOther accrued liahilities 2,318,795 1,576,192
Total current labilities 25,399,279 25,129,594
Long-term debt 29,002,718 38,863,229
Deferred income taxes 2,589,055 2,923,216
Other long-term liabilities 333,046 -
Total liabilltles 57,324,098 66,916,039
Commitments and contingencies {Note 10)
Stockholders’ equlty:
Preferred Stock, $1 par value; authorized 1,000,000 shares, none issued - -
Class A Common Stock, $.10 par value; authorized 20,000,000 shares,
issued 13,461,174 shares in 2007 and 13,155,160 in 2006 1,346,118 1,315,516
Class B Common Stock, convertible into Class A Common Stock on a one-for-one basis, $.10 par value; 202.413 202.413
authorized 5,000,000 shares, issued 2,024,133 shares in 2007 and 2006 ' !
Additional paid-in capital 67,348,018 65,499,875
Retained earnings 28,285,847 29,008,233
Treasury stock, Class A Common Stock, at cost, 2,569,522 shares in 2007 and 2,469,327 in 2006 (21,515,892) {20,910,173)
Accumulated other comprehensive income {l05s) (199,419} 92,817
Total stockholders’ equity 75,467,085 75,208,681
Total liabillties and stockholders’ equlty $ 132,791,183 $ 142,124 720

See accompanying notes to consolidated financial statements.

SUPREME INDUSTRIES, INC. AND SUBSIDIARIES 2007
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FOR THE YEARS ENDED DECEMBER 29, 2007,
DECEMBER 30, 2006 AND DECEMBER 31, 2005

Class A Common Stock

Shares

Amount

Shares

BALANCE, DECEMEER 26, 2004
Net income
Unrealized gain on hedge activity, net of tax
Unrealized holding loss on investments, net of tax
Total comprehensive income
Cash dividends ($.26 per share)
Exercise of stock options
Tax benefit of disqualifying stock option dispositions

12,400,102

641,724

$ 1,240,010

64,173

2,109,133

-

BALANCE, DECEMBER 31, 2005
Net income
Unrealized gain on hedge activity, net of tax
Unrealized holding gain on investments, net of tax
Total comprehensive income
Cash dividends {$.38 per share)
Exercise of stock options

Conversion of 85,000 shares of Class B Comman Stock
to 85,000 shares of Class A Common Stock

Issuance of 10,000 shares of restricted stock
Stock-hased compensation
Tax benefit of disqualifying stock option dispositions

13,041,826

18,334

85,000
10,000

1,304,183

1,833

8,500
1,000

2,109,133

BALANCE, DECEMBER 30, 2006
Net income
Unrealized loss on hedge activity, net of tax
Unrealized holding gain on investments, net of tax
Total comprehensive income
Cash dividends ($.38 per share}
Exercise of stock options
Issuance of 10,000 shares of common stock
Issuance of restricted stock
Stock-hased compensation
Tax benefit of disqualifying stock option dispositions

13,155,160

302,834

3,180

1,315,516

30,284

318

2,024,133

BALANCE, DECEMBER 29, 2007

13,461,174

$ 1,346,118

2,024,133

See accompanying notes 10 conselidated financial statements.




S80'L9%'SL § (6TH'GET) § {z68'sTS'1Z) $ LY8'S8Z'8T § STO'SPELS $ ETIL'TOT §
t8E'eL - - - ¥8E‘EL -
668's52 - - - 668°552 -
6V6'9T - - - TE99T -
008'0L - 000'e8 {ooz'ZT} - -

LT - (6T2'889) - 62220S'T -
(te6'e18'y) -~ - (T66'ELB'Y) - -
695'TI8'E

759’8 zZgo's - - - -
(8s8‘00¢g) {s88'008) - - - -
S08'€9T't - - S08°E9T't - -
189°80Z'S2 L1826 (ELT'0T6'02) £EZ‘800'6Z 518'66%'59 £TH'20Z
0BY'vE ~ - - 08F'vE -
ao0'ezt - - - 000'€TT -

- - - - (oc0'T) -

- - - - - {005'8)
€T0'eE - (el'zg) - ST6'ES -
(68L'c28'F) - - (682°2T8'Y) - -
T2G'6L9't

09€'6 09€'6 - - - -
£6E'TL £€6E'TL - - - -
89.'¥65'Y - - 89.'V6S'Y - -
95#'GOT'GL +a0'cT (8ev'168'0Z) 57 98T 6T 08F'652°69 £T6'0TC
001092 - - - 00T1'09C -
165602 - (898'0Z%) - 982'004'T -
{889°092°¢) - - (889'09Z'e} - -

Pyt EeE's

Eoton {zot'on) - - - -
991'22 991'2Z - - - -
08E'Tve'S - - 08E'TVE'S - -
600°'£95°49 % - $ {0/6'088'02) $ Z9G'GSTVT § ¥B0'E6Z'29 ¢ £T6°0TZ 3§
Aunb3 s1ap|ouy201s |BlOL (5507) aWwodu] aalsuayAIdWo)  ¥I0IS AInseal] sBujusey pauielay jetides ul-pied [BUOCIHPPY unolwy

BYIQ PalejnWNaoy

¥DOJE UOWWOT g SSefg




B SVATEMENYS OF CAGH

FLOWS

FOR THE YEARS ENDED DECEMBER 29, 2007,

DECEMBER 30, 2006 AND DECEMBER 31, 2005 2007 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 4,163,805 4,594,768 8,341,380
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 4,295,739 4,260,632 4,129,376
Amortization of intangibles 48,370 40,309 30.0686
Provision for losses on doubtful receivables 177,785 223,859 33,902
Deferred income taxes (331,000) {307,000) (13,0009
Stock-based compensation expense 343,648 123,000 -
Tax benefit of disqualifying stock option dispositions - - 260,100
Losses (gains) on sale of property, plant and equipment, net 24,284 {4,718) (6,199)
Changes in operating assets and liabilities, net of effect of business acquisition in 2006:
Accounts receivable 2,310,167 (1,589,116) (1,196,006)
Inventories 6,862,887 (2,534,290} {5,289,016)
Other current assets (778,759) (275,712} 727,240
Trade accounts payable 1,134,475 (2,329,854} {3,042,684)
Other current liab 194,529 (514,863) 916,165
Net cash provided by operating activities 18,445,630 1,687,015 4,891,324
CASH FLOWS FROM INVESTING ACTIVITIES:
Business acquisition - (1,050,000) -
Proceeds from sale of property, plant and equipment 66,003 1,937,561 87,362
Additions to property, plant and equipment (3,426,268) {5,187,712) (6,354,522)
Proceeds from sale of investments 544,804 893,285 -
Purchases of investments {1,203,900} {1,251,186) (1,185,224)
Decrease in restricted cash deposit - - 600,000
Decrease in other assets 408,745 42079 44,856
Net cash used in Investing activitles {3,610,616) (4,615,983} (6,807,528)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from revolving line of credit and other longterm debt 105,717,892 100,172,242 114,267,87¢
Repayments of revolving line of credit and other long-term debt {116,637,422) (92,696,047) (111,473,420)
Payment of cash dividends (4,873,991) (4,822,789) {3,260.688)
Tax benefit of disqualifying stock option dispositions 73,384 34,480 -
Proceeds from exercise of stock options 843,793 33,013 2,161,482
Net cash provided by (used in) financing activities {14,876,344) 2,720,899 1,695,253
Change In cash and cash equivalents {41,330) {208,069} {220,951)
Cash and cash equivalents, beginning of year 1,307,463 1,515,532 1,736,483
Cash and cash equivalents, end of year S 1,266,133 1,307,463 1,515,532
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid during the year for:
Interest $ 2,563,933 2,986,054 2,125,857
Income taxes 1,794,197 1,834,272 3,748,145
NONCASH INVESTING AND FINANCING ACTIVITIES:
Liabilities assumed in business acquisition - 163,222 -

See accompanying notes to consolidated financial statements.

SUPREME INDUSTRIES, INC. AND SUBSIDIARIES 2007
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1. NATURE OF OPERATIONS AND ACCOUNTING POLICIES, continued

Evaluatlon of impalrment of LongLlved Assets - In accordance with SFAS No. 144, “Impairment or Disposal
of Long-Lived Assets,” the Company evaluates the carrying value of long-lived assets whenever significant
events or changes in circumstances indicate the carrying value of these assets may be impaired. The Company
evaluates potential impairment of long-lived assets by comparing the carrying value of the assets to the
expected net future cash inflows resulting from use of the assets.

Stock-Based Compensation - Effective January 1, 2006, the Company adopted SFAS No. 123R [revised
2004), “Share-Based Payment” as interpreted by SEC Staff Accounting Bulletin No. 107. SFAS No. 123R
supersedes Accounting Principles Board (“APB™) Opinion No. 25, “Accounting for Stock 1ssued to Employees,”
and amends SFAS No. 95, “Statement of Cash Flows.” Generally, the approach in SFAS No. 123R is similar to the
approach described in SFAS No. 123, “Accounting for Stock-Based Compensation.” However, SFAS No. 123R
requires all stockbased payments to employees, including grants of employee stock options, 1o be recognized in
the income statement based on their fair values at the date of grant.

The Company has elected to use the modified prospective transition method for implementing SFAS No. 123R.
Under this transition method, compensation expense will include: (a) compensation expense for all share-
based payments granted prior to, but not yet vested as of, January 1, 2006, based on the grant date fair value
estimated in accordance with the original provisions of SFAS No. 123, and (b) compensation expense for all
share-based payments granted on or after tanuary 1, 2006, based on the grant date fair value estimated
in accordance with the provisions of SFAS No. 123R. Because the Company elected to use the modified
prospective transition method, results for prior periods have not been restated and new awards are valued
and accounted for prospectively upon adoption.

The Company currently uses the Black-Scholes option pricing model to determine the fair value of stock
options. The determination of the fair value of stock-based payment awards on the date of grant using an
option-pricing model is affected by stock price as well as assumptions regarding a number of complex and
subjective variables. These variables include expected stock price volatility over the term of the awards, actual
and projected employee stock option exercise behaviors, risk-free interest rate and expected dividends.

Compensation expense (net of estimated forfeitures), relative to stock-based awards (see Note 8), included
in the consolidated statements of income for the years ended December 29, 2007 and December 30, 2006
was $343,648 and $123,000, respectively. The following assumptions were utilized in the determination of
stock-based compensation expense:

2007 2006
Risk free interest rate 4.51% 5.03%
Expected life 5 years 5 years
Expected volatility 25.57% 32.23%
Expected dividends 6.08% 5.39%

The risk-free interest rate is determined based on observed U.S. Treasury yiekds in effect at the time of grant
for maturities equivalent to the expected life of the option. The expected life of the option (estimated average
period of time the option will be outstanding) is estimated based on the historical exercise behavior of
employees, with executives displaying somewhat lenger holding periods than other employees. Expected
volatility is based en histerical volatility measured daily for a time period equal to the option’s expected
life, ending on the day of grant. The expecied dividend yield is estimated based on the dividend yield at the
time of grant, adjusted for expected dividend increases and historical payout policy.

On August 4, 2005, the Company's Board of Directors approved a pian to accelerate vesting of all cutstanding
stock options which were unvested at December 31, 2005. Under APB Opinion No. 25, there was no compensation
expense related to the vesting of these options. As a result of the board's action, stock options te purchase
430,831 shares of the Company’s common stock became exercisable effective December 31, 2005,

Prior to January 1, 2006, the Company accounted for its stock options under the recoghition and measurement
principles of APB Opinion No, 25, and refated interpretations. Accordingly, no stock-based employee

compensation cost was reflected in net earnings prior to January 1, 2006 as all options to purchase common
stock of the Company had an exercise price equal 1o, or greater than, the market value of the underlying
common stock on the date of grant. The pro forma disclosure below reflects recognition of the remaining pro
forma expense related to these options.

The following table iltustrates the pro forma effect on net income and earnings per share if the Company had
applied the fair value recognition provisions of SFAS No. 123 in the previous years:

2005
Net income, as reported $ 8,341,380
Deduct: Stock-based compensation expense determined under
falr value based method, net of tax {1,000,556)
Pro forma net income $ 7,340,824
Basic earnings per share, as reposted $ .67
Pro forma basic earnings per share .59
Diluted earnings per share, as reported .65
Pro forma diluted eamings per share 57

The pro forma amounts shown above and the weighted-average grant-date fair values of options granted were
estimated using the Black-Scholes option-pricing model with the following assumptions:

2005
Risk free interest rate 3.73%
Expected life 5 years
Expected volatility 36.10%
Expected dividends 5.71%

Warranty - The Company provides limited product warranties for periods of up to five years from the date of retail
sale. Estimated warranty costs are provided at the time of sale and are based upon historical experience. Warranty
activity for the years ended December 29, 2007, December 30, 2006 and December 31, 2005 is as follows:

2007 2006 2005
Accrued warranty,
beginning of year § 1,541,000 $ 1,385,000 $ 1,209,344
Warranty expense 1,344,327 1,794,057 1,821,765
Warranty claims paid (1,409,327) (1,638,057} {1,646,109)
Accrued warranty,
end of year $ 1,476,000 $ 1,541,000 $ 1,385,000

Income Taxes - Deferred income taxes are determined using the liability method.

Eamlngs Per Share - Basic earnings per share is computed by dividing net income by the weighted average
number of shares of common stock outstanding during the period. Diluted earnings per share is computed
by dividing net income by the weighted average number of shares of common stock outstanding plus the
ditutive effect of stock options.

Comprehenslve Income - Other comprehensive income refers to revenues, expenses, gains and losses
that, under generally accepted accounting principles, are included in comprehensive income but are
exctuded from net income as these amounts are recorded directly as an adjustment to stockholders’
equity. The Company's other comprehensive income is comprised of unrealized gains and losses on
hedge activities and available-for-sale securities, net of tax.
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FINANCIAL

® 5. PROPERTY, PLANT AND EQUIPMENT.

Property. plant and equipment consists of the following:

2007 2006
Land $ 5441130 $ 5,441,130
Land improvements 5,990,389 5,747,448
Buildings 29,106,547 28,811,470
Leasehold improvements 7,448,543 7,293,110
Machinery and eguipment 44,543,581 44,178,342
92,530,190 91,471,500
Less, Accumulated depreciation
and amortization 45,100,465 43,082,017
Property, plant and equipment, net $ 47,429,725 $ 48,389,433
® 6. LONG-TERM DEBT.
Long-term debt consists of the following:
2007 2006
Revolving line of credit $ 25,294,766 $ 34,436,504
Term note payable in quarteriy installments of
$300,000 plus interest at LIBOR plus certain
basis points determined by the Company’'s
leverage ratio (effective rate of 6.87%
at December 30, 2006), with final
maturity in 2007 - 1,000,000
Gbligations under industrial deveiopment
revenue bonds, variable rates, with
maturities in August 2010 and April 2015,
collateralized by real estate 2,500,000 3,000,000
Mortgage note, payable in monthly
instaliments including interest at a fixed rate
of 2.5%, with final maturity in Gctober 2010,
collateralized by a real estate mortgage 1,426,846 1,575,920
Term loan, payabfe in monthly instaliments
including interest at a fixed rate of 2.5%,
with final maturity in October 2010,
collateralized by specific eguipment 276,323 361,561
Term loan, payable in monthly installments
including interest at a fixed rate of
2.75%, with final maturity in May 2013,
collateralized by specific equipment 253,189 296,669
Total 29,751,124 40,670,654
Less, Current maturities 748,406 1,807,425
Longterm debt $ 29,002,718 $ 38,863,229
50 3 .

The revelving line of credit, term note and a letter of credit facility are part of a Credit Agreement dated January 5.
2004 and as amended through August 13, 2007 (the “Credit Agreement”). All borrowings under the Credit
Agreement are unsecured. The Credit Agreement provides for a revolving line of credit facility, as defined, up
10 $35 million and increasing to $45 million during the period each year from January 1 to June 30. Interest
on sutstanding borrowings under the revolving line of credit is based on the bank's prime rate or certain
basis points above LIBOR depending on the pricing option selected and the Company’s leverage ratio, as
defined (effective rate of 6.34% and 6.56% at December 29, 2007 and December 30, 2006, respectively).
The Comparw's cash management system and revolving line of credit are designed to maintain zero cash
balances and, accordingly, checks outstanding in excess of bank balances are classified as additional
borrowings under the revolving line of credit. Checks outstanding in excess of bank balances were $2,394,766
at December 29, 2007 and $1,736,504 at Decernber 30, 2006. The revolving line of credit also requires a
quarterly commitment fee ranging from 4% to /% per annum depending on the Company's financial ratios
and based upon the average daily unused portion. Any amounts outstanding under the revolving line of
credit will be due at maturity, June 30, 2009.

Qutstanding letters of credit, related to the Company's workers' compensation insurance policies, aggregated
$3.7 million and $3.5 million at December 29, 2007 and December 30, 2006, respectively. Under separate
agreements the Company had irrevocable letters of credil aggregating $2.5 miilion and $3.0 million at
December 29, 2007 and December 30, 2006, respectively, in favor of bond trustees as a credit enhancement
for bondholders of two industrial development revenug bonds.

The Credit Agreemen? contains, among other matters, ceriain restrictive covenants including required
financial ratios.

Maturities of longterm debt for each of the next five years are as foliows: 2008 - $748,406; 2009 -
$26,117,377; 2010 - $1,769,415; 2011 - $348,369 and 2012 - $149,730.

® 7. RETIREMENT PLAN.

The Company maintains a defined contribution plan which covers substantially all employees of the Company
who have reached the age of twenty-one years and have completed thirty days of credited service, The plan
provides that eligible employees can contribute from one to fifteen percent of their annual compensation and
the Company will match thirty percent of employee’s contributions up 10 seven percent of the employee’s
compensation. The board of directors may increase or decrease the Company's contribution on a yearto-year
basis, Expense related 1o this plan was $583,793, $657,563 and $612,145 for the fiscal years ended
2007, 2006 and 2005, respectively.

B 8. STOCKHOLDERS’ EQUITY.

Preferred Stock

The Company is authorized to issue 1,000,000 shares of preferred stock ($1 par value), of which none has been
issued. The hoard of directors is vested with the authority to determine and state the designations and relative
preferences, fimitations, voting rights, if any, and other rights of the preferred shares.

Convertible Class B Common Stock

Class B Common Stock is convertible inte Class A Common Stock on a one-for-one basis. Holders of Class A
Common Stock are entitled to elect one-third of the board of directors, raunded to the lowest whole number.
Holders of Class B Common Stock elect the remainder of the directors.

Restricted Stock

The following table summarizes the activity for our unvested restricted stock units and restricted stock for the
twelve months ended December 29, 2007.
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Presented in the ¢onsolidated balance sheets as:

8. STOCKHOLDERS’' EQUITY, concluded

At December 29, 2007, the aggregate intrinsic value of options exercisable approximated $235,400, with a 2007 2006
remaining contractual term of 0.35 years. The intrinsic value of all options outstanding at December 28, 2007 Current deferred tax assets $ 1,192,331 $ 1,022,292
was approximately $235,400. Long-term deferred tax liab {2,589,055) (2,923,216)
At December 30, 2006 and December 31, 2005, there were exercisable options outstanding to purchase $ (1,396,724) $ (1.900,924)
908,905 and 921,823 shares at weighted-average exercise prices of $5.77 and $5.67, respectively. ! ! = =

As of December 29, 2007, 173,185 shares were reserved for the granting of future share-based awards

{stock options and restricted stock) compared to 351,380 shares at December 30, 2006.

A reconciliation of the provision for income taxes to the amount computed by applying the statutory federal
income tax rate (34% in 2007 and 2006 and 35% in 2005} to income before income taxes is as follows:

005
® 9. INCOME TAXES. 2007 2008 200
Income taxes consist of the following: Incorne taxes at
" statutory rate $ 1,859,000 $ 2,239,500 $ 4,437,100
2007 2006 2005 State income taxes, net of

Federal: federal tax effect 64,000 157,700 474,500
Current $ 1,525,000 $ 2,060,000 $ 3,617,000 Manufacturer's deduction {104,000) {65,600) {105,000)
Deferred {318,000) (307,000) {11,000) Tax-exempt underwriting

1,207,000 1,753,000 3,606,000 income of wholly-owned small

State: captive insurance subsidiary (421,800) {369,800) {359,600)
Current 110,000 239,000 732,000 Research and
Deferred {13,000) - {2,000) development tax credits (140,100) (81,000} (26,000)

97,000 239,000 730,000 Alternative fuel tax credit (48,500} - -

Total $ 1,304,000 $ 1,992,000 $ 4,336,000 Other, net 95,500 111,200 (85,000)

The deferred tax assets and the deferred tax liabilities were as follows: Total § 1,304,000 $ 1,992,000 $ 4,336,000
2007 20086 Uncertain Tax Positions

Deferred tax assets: In tuly 2006, the FASB issued Financial Interpretation No. 48, “Accounting for Uncertainty in Income Taxes”

Receivables $ 61,600 $ 61,600 (“FIN 487). This Interpretation revises the recognition test for tax positions taken in tax returns such that a

: tax benefit is recorded only when it is more lixely than not that the tax position will be allowed upon examination
_:<m38_‘_m”m . 457,340 wmw.mpw hy taxing authorities, which is presumed to occur. The amount of such a tax benefit to be recorded is the largest
Accrued liabilities ) 1,656,487 1,518,009 amount that is more likely than not to be allowed. The Company adopted FIN 48 as of December 31, 2008, the
Stock-based compensation 103,927 6,509 first day of the Company's fiscal year ending December 29, 2007. The adoption of FIN 48 did not have a
Unrealized hedge loss 120,300 - material impact on the Company's consolidated financial position or results of operations.
Other 455 30,380 A reconciliation of the change in the unrecognized tax benefits from December 31, 2006 to December 29, 2007
Total deferred tax assets 2,400,109 1,970,401 is as follows:

Deferred tax liabilities: Unrecognized tax benefits at December 31, 2006 $ 495,678
Depreciation (2,813,282) (2.876,825) Gross increases - tax positions in prior periods 2,484
Prepaids and other (983,551) (941,600 Gross increases - tax positions in current period -
Unrealilzed hedge gain - {52.900) Settlements -

Total deferred tax liabilities Aw-ﬂwm.mwuu Aw.mNH.meu _lmﬂmm of statute of limitations -

Net deferred income tax liabilities $(1,396,724) $ (1,900,924) Unrecognized tax benefits at December 29, 2007 $ 498,162

SUPREME INDUSTRIES, INC. AND SUBSIDIARIES 2007
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B Moreno Valley, California
B Griffin, Georgia

¥ Goshen, Indiana

M Ligonier, Indiana

@ White Pigeon, Michigan
® Woodburn, Oregon

8 Jonestown, Pennsylvania
B Cleburne, Texas

B Denver, Colorado

W Apopka, Florlda

8 Loulsville, Kentucky
8 St. Louis, Missouri
B Springfield, Ohio

B Streetsboro, Ohio
B Harrisville, Rhode Island
M Houston, Texas

M San Antonio, Texas
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